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Abstract
This research examines the factors that are important to the corporate governance of information
technology. It focuses on those aspects of IT management that will be relevant to senior management
and governing boards. The paper uses data from a survey of 817 Australian commercial and industrial
organisations, and analyses the responses to questions about a number of key processes identified by
the literature as important to IT governance. It derives a measurement of IT governance that underlies
the strong correlations between the occurrences of the processes. The relationship between IT
governance measure and the reported level of strategic benefits of strategic alignment is investigated,
showing a strong association. Further, while much of the literature assumes organisations have IT
departments, this study shows that this is a minority approach, but those organisations with IT
departments do score higher both on IT governance and achievement of strategic alignment.

Introduction
The literature makes some substantial claims for information technology (IT) within a company. It is
generally said to be one of the largest investments made by a company (Weill and Broadbent 1998). IT
is often claimed to be an integral and essential part of most companies’ operations. According to the
literature, IT systems have a long-term effect on a company’s operations, and the IT infrastructure
which develops over time, if not managed, can impede future strategic intentions. For example,
speaking of the UK banks, Sauer and Willcocks (2004) note that “Their speed of change has been geological
because of the inflexibility of the vast IT infrastructures they have laid down over so many years” (p. 2).
Whilst the literature has suggested that IT has great potential for creating competitive advantage (e.g.
Barney 1991, Clemons and Row 1991, Bharadwaj, 2000), it is unlikely that any lasting competitive
advantage can be obtained from the physical IT because it is so easily imitable (Clemons and Row
1991, Galliers 1991, Senn 1992, Mata, Fuerst and Barney 1995). According to the literature, it is
organisations with superior IT resources that perform better on several key measures (Bharadwaj
2000, Santhanam and Hartono 2003). The term ‘IT resources’, in this context, refers to the IT
infrastructure (Weill and Broadbent 1998) and the human IT resources, notably the skills of the IT
staff and of the organisation’s management (Copeland and McKenny 1988). The literature suggests
that it is an organisation’s IT management skills rather than their technical skills that are able to
provide a sustainable competitive advantage (e.g. Mata, Fuerst and Barney 1995, Dvorak et al. 1997),
and that IT management is a distinctive competency (Keen 1993, Ross, Beath and Goodhue 1996).
Because of the heavy capital investment in IT and the importance of IT to a company’s operations, a
company’s board has a substantial governance task in connection with IT. Without proper control, this
investment can be dissipated. Lord Blythe, quoting Gartner research, said that “on average, 20% of the
corporate IT budget is spent on initiatives that don't achieve their objectives” (Blythe 2005). Blythe
further noted that companies were "wasting enormous amounts of money and effort on IT investments”
and that most companies "fail to derive value from them" (Blythe 2005). Strategic alignment, the
alignment between a company’s business strategy and its IT strategy, is claimed by the literature as the
key tool to prevent unnecessary IT investment.
This research focuses on strategic alignment as a key objective of IT governance. This paper
examines the IT resources, processes and competencies of Australian business companies, in terms of
the requirements of IT governance by a company’s top management. The data for this research is
secondary analysis of a sample of 817 Australian business organisations from the data set for a survey
by the Australian Federal Government (DCITA 2005). The purpose of the research is twofold. Firstly
it develops a benchmark for IT governance, based on the literature and tests this benchmark against
the sample. Secondly, it uses this benchmark to determine whether good governance is associated with
the achievement of strategic alignment.

Literature
Because of the centrality of IT to company operation, the governance of IT is an important part of the
board’s corporate governance responsibilities. Whilst there is little literature that examines the attitude
of boards to IT, two studies have found that board members have little interest in IT. Jordan and
Musson (2003) investigated Australian board members’ attitudes to the governance of e-commerce,
and noted that
“…boards do not appear to carry out their corporate governance duties, at least in respect of
electronic commerce risk”. (section 5).
A study of seventeen medium to large Canadian companies noted that

“The risks and opportunities IT presents …. may require a level of technical insight that is often
absent from the boardroom. …. The net effect is that many boards are reluctant to deal with IT
governance issues” (Huff et al. 2004).
Huff et al. (2004) note that
“…most boards seem to be passive receivers of information about IT as opposed to aggressive,
proactive questioners. We saw little board-level concern about the company's return on its IT
investment, for example, or the appropriate level of IT expenditures”.
There is little in the literature on the actual processes involved with IT governance, and it is clear that
a gap exists between theoretical frameworks and contemporary practice (Ribbers, Peterson and Parker
2002). There are two approaches that seek to bridge this gap. One approach is to set a series of
governance rules, for example the work of the IT Governance Institute (ITGI). The ITGI has produced
a number of practical documents in the area of IT governance, notably the widely cited COBIT
framework (ITGI 2000) which gives a detailed method of implementing IT management within a
company. The Board Briefing on IT governance (ITGI 2003) is based on the COBIT framework and is
specifically intended to guide boards and senior management on the process of IT governance. ITGI
(2003) proposes that there are five main focus areas for IT governance, the first one of which is
strategic alignment. The other approach is characterised by the setting of principles for IT governance,
for example the Australian Standard, AS8015, on IT governance (Standards, Australia 2005). This
also stresses to directors the importance of strategic alignment of business and IT strategies to IT
governance. As de Haes and Van Grembergen (2005) note “the … ultimate goal of IT governance is

achieving strategic alignment between the business and IT to make sure that money spent in IT is delivering value for
the business” (De Haes and Van Grembergen 2005, p.1). Ridley, Young and Carroll (2004) agree: “The
appropriate alignment between use of IT and the business goals of an organization is fundamental to efficient and
effective IT governance” (Ridley, Young and Carroll 2004, p.1). This paper takes the view that the ability
of an organisation to achieve (or at least attempt) strategic alignment is critical to the board’s IT
governance role.
Strategic alignment has an extensive academic and practitioner literature. The literature argues that
strategic alignment:
Is essential for the maximisation of organisational effectiveness (Henderson and Venkatraman
1992, Reich and Benbasat 1996) and superior organisational performance (Chan et al 1997),
Is a major factor in enabling organisations to achieve the maximum benefit from their IT
investments (Henderson and Venkatraman 1993, Prairie 1996),
Enables organisations to employ IT for competitive advantage (Luftman, Lewis and Oldach 1993).
According to this literature, the basis for strategic alignment is a formal, stable, agreed business
strategy (Hirschheim, Klein and Lyytinen 1995, Lederer and Sethi 1996). Both strategy development
and oversight of its implementation are part of the board’s corporate governance responsibilities
(Tricker 1997). The strategic process starts with the top management vision for the organisation
(Robbins and Duncan 1988). Development of the business strategy is managed by a formal process
and policy, controlled and implemented by the top management team (Ansoff 1965, Fredrickson 1986,
Porter 1980). Part of the top management vision is their view of the role that IT is to play in the
organisation (Robbins and Duncan 1988). Subsequently, the IT strategy is created by joint action of
the business and IT management, using the business strategy and objectives as the key reference
(Lederer and Sethi 1996, Ward and Griffiths 1996, Peppard 2001). A number of writers have stressed
the need for top management to be closely involved in the IT strategy process (e.g. Henderson and
Sifonis 1988, Henderson and Venkatraman 1993, Earl and Feeny 1994, Peppard and Ward 1999), so
that the IT strategy, when implemented, results in IT systems that support the business strategy
(Premkumar and King 1994, Lederer and Sethi 1992, 1996). Peppard and Ward (2004) note that
defining the business and IT strategies are “macro competencies” necessary for success with IT (p. 176).
Further, Gregor et al. (2004) shows that there is a relationship between strategic planning practices and
the value derived from IT.

The strategic alignment literature assumes that the IT strategy is managed by IT professionals,
organised into an IT department. Thus the existence, within an organisation, of an IT department is
central to the fulfilment of strategic alignment, but there has been little research to establish whether
organisations do, in fact, have IT departments. Typically, an IT strategy will detail a set of prioritised
IT projects that have roles in the implementation of the business strategy (Luftman, Papp and Brier
1999). Thus, for senior management, one of the most significant IT governance challenges is the risk
that projects that are strategically necessary (or even critical) may fail, under perform or over-run their
cost and time budgets. This risk is illustrated by several well-founded surveys, such as the US-based
Chaos Report (Standish 2003), a UK survey (Sauer and Cuthbertson 2003), and a survey of companies
in Australia and New Zealand (EQuest 2004). The risks related to IT projects are considerable
(Markus 2000). The ICAEW survey of medium-sized businesses in the UK (ICAEW 2005) found that
such risks were the key concern of decision-makers appraising proposals for new IT projects.
Three tools are, according to the literature, used to manage IT risk by top management. Firstly, the
known or foreseeable risks should be identified to top management (Willcocks and Griffiths 1994,
Wiegers 1998), as part of the business case for a new IT project; this business case should also set out
the specification, benefits and costs of the project (Ballantine and Stray 1998). Using this business
case, a board can evaluate the proposal and compare its costs and benefits to other IT proposals
competing for company funds. Secondly, top management control of IT projects during
implementation is greatly facilitated by the use of project management disciplines (Lyytinen and
Hirschheim 1987, Parr, Shanks and Darke 1999), which aims to ensure that cost and time budgets are
adhered to, and unforeseen risks dealt with as they arise. Finally, the literature proposes that a postimplementation review should be made of each IT project to evaluate the success of the project against
its business case and to learn any lessons to be applied on future projects (Nelson 2005).

Methodology
The data for this research is from a survey (DCITA 2005) of one thousand and fifty organisations from
fifteen ANZSIC industry categories (ABS 1993). Some 5,380 organisations were selected from the
Dunn and Bradstreet database of Australian organisations, stratified by organisation size.
Organisations with fewer than five employees were excluded from the sample. 51.6% of the sample
was Australian organisations with one location, 40.5% was Australian organisations with more than
one location and 7.9% was branches of overseas organisations. The survey was conducted by
telephone by a quality assured company with substantial experience of such surveys. The overall
response rate was 31%.
The sample of 817 companies taken for this paper excluded government organisations. Our intention
was to determine the degree of governance exerted by boards; the more diffused responsibilities within
government departments were felt potentially to blur the research results. Table 1 shows the
organisational position of the respondents. This survey was not dominated by IT staff; nearly half of
the respondents were positively identified as business managers and almost 31% as IT managers.
Table 2 shows the sample by industry. Quotas by industry were set but not met for all industries.
However, the number of responses obtained within each of the 14 industries was sufficient for further
analysis. The sample was comprised of 39.7% small organisations with 5 – 19 employees, 31.4% of
medium-sized businesses with 20 – 50 employees, 16.3% of businesses with 51 – 200 employees and
12.6% of companies with more than 200 employees.
This research is guided by two research questions. These are, firstly, how could a benchmark for
board-level IT governance be derived? Secondly, do companies with “good” IT governance achieve
benefits such as strategic alignment? As the first step is developing an assessment of IT governance,
we noted that the literature describes it as a continuous process. So the measure of commitment to IT
governance was taken to be the regular practising of both business and IT strategic planning. Our
hypothesis was that companies who regularly practised business and IT strategy planning were
significantly more likely to practise the other processes associated with IT governance, including the

production of business cases for IT projects, the use of project management techniques to manage IT
projects and the conduct of post-implementation reviews of IT projects.
Position in organisation

Count

%

Owner/partner/senior

172

21.0%

Manager

224

27.4%

IT director/manager

251

30.7%

Other

170

20.8%

Total

817

100%

executive

Table 1 Position in organisation
Sample by Industry
Agriculture, forestry
and fishing
Manufacturing
Electricity, water and
gas
Construction
Wholesale trade
Retail trade
Accommodation,
cafés and restaurants
Transport and storage
Communication
services
Finance and Insurance
Property and business
services
Education
Health and
community services
Cultural and
recreational services
Total

Count
73

%
8.9%

78
31

9.5%
3.8%

72
74
78
42

8.8%
9.0%
9.6%
5.1%

50
76

6.1%
9.3%

In order to develop the measure of IT
governance, two subsets were extracted from
the data set. One subset contained those
respondents (N=251) who practised both
business strategy planning and IT strategy
planning either often or always. The other
subset contained those organisations (N=365)
who never, rarely or only sometimes
practised one or both of the forms of strategy
planning. In the following analysis these are
referred to as the ‘planning’ and ‘nonplanning’ groups. Respondents who replied
“don’t know” or refused to answer were
excluded from the subsets. These two subsets
were then used to identify whether other
anticipated governance processes could be so
interpreted.

Analysis

The literature proposes that formal business
cases should be produced for IT projects and
it is a commonplace that major investments
are presented to governing boards for their
47
5.8%
approval. A business case is an essential
83
10.2%
component of that presentation. We then
investigated the use of formal business cases
25
3.1%
in the two groups.
Table 3 shows the
37
4.5%
incidence of producing formal business cases
grouped into categories: “never, rarely or
51
6.2%
sometimes”, and “often or always” – these
being the set of possible question responses.
817
Some 70% of the “plan” set were in the often
or always group compared to only 13% of the
Table 2 Sample by industry
“not plan” set. Using chi square, p = <.0001,
strongly suggesting that the propensity to
produce a business case for an IT project is
related to the strategic planning practices of the company. Further follow up of the formal business
case would be expected by organisations with good IT governance. Specifically, good governance
would anticipate that organisations use project management methodologies to reduce the risk of
project failure (Lyytinen and Hirschheim 1987, Parr, Shanks and Darke 1999). Similarly when a
project is completed, good governance would suggest that the satisfactory conclusion, or otherwise, of
the project be determined by a post-implementation review (Nelson 2005). Table 4 shows the use of
project management methodologies by the two subsets. 65.3% of the “plan” set were in the often or
always group compared to 19.3% of the “not plan” set. Using chi square, p <.0001, suggesting that the
use of project management methodologies is related to the strategic planning practices of the
company.

Formal business
case
Never, rarely,
seldom
Often, always

Not
plan

Plan

165

53

24

126

Table 3 Formal business case
Post implementation

Not

reviews

plan

Plan

Never, rarely, seldom

157

43

Often, always

33

138

Table 5 Post implementation reviews
Item

Loading

Business strategic planning

0.799

IT strategic planning

0.853

Formal project management

0.731

techniques
Formal business case for IT

0.792

projects
Post-implementation reviews
of IT projects

Table 6 IT Governance factor
analysis

0.807

Project management
methodology
Never, rarely, seldom
Often, always

Not
plan
155
37

Plan
61
115

Table 4 Project management methodology
Table 5 shows the use of post-implementation reviews of
IT projects. 76.2% of the “plan” set were in the often or
always group compared to 17.4% of the “not plan” set.
Using chi square, again p = <.0001, strongly suggesting
that the practice of post-implementation reviews is related
to strategic planning.
The strong associations demonstrated between the
foundation discriminant – planning – and these other
variables suggested that these may represent IT
governance in a fuller sense. We then carried out factor
analysis using SPSS, on the responses by the full sample
of 817 companies on the use of the five activities noted in
Table 6. Each of these responses used the full five-point
Likert scale for the frequency of the activity (never, rarely,
sometimes, often and always).
Only a single eigenvalue exceeded 1. The results isolated
one component, shown in the table; as can be seen, the
activities have roughly equal weights. This factor
accounted for over 63% of variance. This appeared to
support our hypothesis that companies who carried out
business and IT strategy planning were likely to carry out
the other activities associated with IT governance; in the
subsequent discussion we have named this factor ITGOV.
Factor scores were computed for each case.

Strategic alignment
Two analyses were performed to better understand the issue of strategic alignment. Firstly, the two
subsets (planning and non-planning) were analysed to determine their attitude to strategic alignment.
The second stage used the newly-developed ITGOV construct to examine strategic alignment more
carefully. In the survey, respondents were asked their views on the statement that strategic alignment
provided strategic business benefits, expressed on a ten point scale from strongly disagree at 1 to
strongly agree at 10. Non-responses reduced the count of organisations with scores on both scales to
571. The number of responses on each scale point is shown in Table 7, where “not plan” refers to the

Scale

Not

responses

plan

subset that did not regularly practice business and IT strategy
planning, and “plan” is the subset that did. 85.5% of the “plan”
set gave responses in the 6 – 10 range compared to 53.8% of the
“not plan” set. Using chi square, p = <0.0001, strongly
suggesting that there is a relationship between the practice of
business and IT strategy planning and the achievement of
strategic alignment, as proposed by the literature.

Plan

1–5

149

36

6 - 10

174

212

Table 7 Strategic alignment

As noted earlier, the literature makes close connections between
the practices associated with IT governance and the
achievement of strategic alignment. We analysed the ITGOV construct against the response to a
question on the strategic benefits of strategic alignment, where responses were on a ten-point scale
from strongly disagree to strongly agree that alignment was a strategic benefit. The results are shown
in Table 8. The increasing value of the IT GOV mean scores as the degree of benefits achieved by
strategic alignment increases is monotonic, other than the end points, where respondents may have
acted slightly differently. However the linearity, when tested with regression, was found to be
significant (p<0.01). This result strongly endorses the literature that argues for IT governance as a key
process for delivering strategic alignment.
Degree of

Count

ITGOV

strategic

mean

IT Departments

The literature assumes that organisations have IT
departments, although only 37.9% of the full sample had IT
benefits
departments. The possession of IT departments is shown in
1 - low
42
-0.74312
Table 9. 59% of the “plan” set have IT departments
compared to 24.5% of the “not plan” set. Using chi square,
2
28
-1.15621
p = < 0.0001, suggesting that there is a relationship between
3
35
-0.56018
strategy planning and possession of an IT department. One
4
27
-0.58315
factor that potentially prevents the establishment of an IT
department is the presence of IT outsourcing. One question
5
118
-0.31034
asked for the degree of IT outsourcing that was currently
6
92
-0.00676
undertaken, recognising that partial outsourcing varies in its
extent. This data is shown in Table 10. The percentages of
7
132
0.08616
IT spend that is outsourced is compared for those
8
159
0.41616
organisations in the “plan” set and the “not plan” set. Some
9
47
0.52538
27% of the “plan” set outsourced more than 40% of their
IT compared to 28% of the “not plan” set. Using chi square,
10 - high
69
0.38812
p = .8xx, showing that the percentage of outsourced IT is
not related to the degree of strategic planning of the
Table 8 Strategic alignment response
company. This result is a little surprising and warrants
against ITGOV
further investigation. To examine the existence of IT
departments more closely, we tested their presence or
absence against the ITGOV factor score. The result is
shown in Table 11. This shows a high mean for IT
departments and a low mean for non-IT departments, so that companies with high ITGOV scores
generally have IT departments, strongly suggesting that an IT department is an important contributor
to the IT governance process. The difference between the mean scores on IT governance between
organisations with an IT department and those without was found to be significant (p<0.001).
alignment

IT dep’t

Not
plan

Plan

% of IT

Not

Outsourced

plan

Plan

Yes

89

147

0 to 40%

251

179

No

275

104

40 to 100%

97

67

Table 9 IT departments

Table 10 Percentage of IT outsourced

Co
ncl
usi
ons

Sample

N

Mean

Std error

IT department

239

0.378

0.0570

No IT department

209

-0.433

0.0660

Table 11 ITGOV score against IT department

This
resea
rch set out to determine whether the practices described by the literature as being essential to the
achievement of IT governance were actually followed in practice, using a large and well established
sample of Australian companies. We have successfully answered both of our research questions and,
we would argue, have thus made a useful contribution to the literature.
On our first research question, we have derived an IT governance measure, referred to as ITGOV, that
forms a benchmark for the level of IT governance achieved by a company This factor recognises that
companies that carry out regular business and IT strategy planning are significantly more likely to
prepare a formal business case for IT projects, to manage the implementation of these projects by
project management methodologies and to carry out post-implementation reviews of these projects.
Whilst these activities are generally grouped together in the normative literature, there appear to be
few papers that demonstrate this grouping from survey data. We have also shown that companies with
high ITGOV scores (i.e. with good IT governance) are significantly more likely to have an IT
department than companies with low ITGOV scores.
On our second research question we have shown that there is a relationship between the achievement
of strategic alignment by a company and the degree of IT governance of that company. This reinforces
the suggestions in the literature that strategic alignment is one of the key objectives of IT governance.
Again, there are few papers that have successfully demonstrated this link using field data.
The analysis also shows that these “good” companies are in a minority; for example, 251 companies
out of a sample of 817 companies, or just less than 31%, carried out business and IT strategy planning
regularly. It would seem that, from this data, good IT governance is only practised by a minority of
companies.

Recommendations for further research
Despite the current interest in IT governance, there is little published work which tests theoretical IT
governance concepts against practitioner data. This paper has made a contribution to this end. It is,
however, possible that Australia practice is not representative of the practice in more populous
countries. It would be useful to test the ITGOV benchmark and its relationship with strategic
alignment against a sample from another country.
Two other areas for further research are proposed by the authors. Firstly, it would be interesting to see
whether there was a relationship between a high ITGOV score and business success. Alternatively, are
there, perhaps, a body of successful companies who critically depend on their IT for their daily
operation but do not follow the practices proposed by the literature. For example, are there successful
companies who do not attempt strategic alignment, but are not disadvantaged by IT or strategic
shortcomings?
On a specific matter, the lack of a relationship between planning practices and the degree of
outsourcing seems counter-intuitive; the literature proposes that outsourcing is a strategic issue.
Research on what drives the outsourcing decision is strongly encouraged by the authors.
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